State of South Carolinag

Office of the Governor
Mark SanFoORD Post Orrice Box 12267
GOVERNOR COLUMBIA 22211

June 13, 2006

The Honorable André Bauer
President of the Senate

State House, 1* Floor, East Wing
Columbia, South Carolina 29202

Mr. President and Members of the Senate:
I am hereby vetoing and returning without my approval S.1245, R-389.

S. 1245 is an annual bill created for the Department of Revenue making many policy changes
that will lead to a more efficient tax system. However, as this bill made its way through the
legislative process, many different proposals were added. Many of these amendments have
exceptional merit and do good things for the citizens of South Carolina while others — with one
in particular — move our state in the wrong direction.

Touching on the good, one proposal puts more money into the hands of the hard-working
taxpayers of this state — very much in tune with numerous recommendations I have made since
taking office. According to our Department of Revenue, this bill would reduce the overall
individual income tax burden by over $30 million.

In addition, this bill would allow us to sustain and maintain the Disproportionate Share Hospital
(DSH) Program we use to pay for hospital care for the uninsured. In 2004, we made a
commitment to the federal government to bring our DSH program into compliance with a federal
regulation that demanded equity in the payment requirements between public and private
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hospitals. By making this change, we take a giant step forward in drawing down federal
Medicaid matching dollars that will help provide healthcare for the uninsured.

If enacted this bill would have long term negative implications for economic development in this
state because of what this provision includes and the way it came about.

L.

It undermines the Secretary of Commerce. Since Carroll Campbell’s time and the creation of
the Department of Commerce, the Secretary has run point on behalf of the state in negotiating
deals that use state incentives. In fact, the recent Duke study stressed the importance of
maintaining that chief negotiator position if South Carolina is to stay competitive in
economic development. In this instance, the Secretary was in discussion with this firm about
a distribution facility and this bill undermines his negotiating position. In fact, one could
very reasonably make the case that passage of this bill moves us toward 170 “secretaries of
commerce” because if any firm can strike a better deal and larger incentives by working
through a member of the House or Senate, who then sponsors supporting legislation, then
why bother with the Secretary of Commerce?

Without determining appropriate rates of return to the state, as is consistently done with
manufacturing investment in our state — and without a comprehensive debate by those in the
economic development community or legislative body - this bill moves us into incentivizing
retail investment for the first time in our state’s history. We have not in the past because
retail investment follows disposable income. The greater the buying power of a region, the
greater the number of retailers who will move into that region to capture a portion of that
region’s consumer spending. This bill would break from the underlying philosophy that has
driven our state’s incentive structure for decades. Rather than incentives being used to make
the difference in whether or not an investment came to South Carolina (that would both raise
incomes and wealth), we would get into the business of incentivizing investments already
destined to come our way. Additionally, because retailing often-times uses part-time and
lower paying jobs, it’s more difficult to quantify the level of economic impact than in the jobs
we have incentivized to date.

It involves government picking one retailer over others. While the company in question is
certainly a great retailer who we would indeed love to see come to South Carolina, it needs to
be remembered that there are other new retailers in our state that are themselves destinations.
People come from a long way to go to the Bass Pro Shop in Myrtle Beach. People will come
from a long way to go to the new Tanger Outlet Center in North Charleston. It would be a
mistake to disadvantage these vendors for the sake of another.

In addition, there are a lot of other family businesses that have been paying taxes in South
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Carolina for a long time that would now be called on to subsidize a loss in their sales. In the
Charleston area alone, businesses like Dumas and Sons, Luden’s, Carolina Rod and Gun,
Haddrells Point Tackle and Supply, the Charleston Angler, Henry's Sporting Goods, Hanckel
Marine, Toby's Bait and Tackle and many others would fall into this category.

4. In addition to job credits, this bill rebates a portion of sales tax revenue back to the company.
This is as well groundbreaking policy and in the long run I suspect would lead to a very large
list of other retail supplicants ranging from car dealers to furniture stores arguing for similar
sales tax rebates.

5. We believe it would weaken manufacturing which has already been hard hit in dealing with
the global changes afoot in our nation’s economy. If one accepts the premise that we have a
finite number of dollars available for incentives, then the bidding war and eventual opening
of the flood gates to incentivizing the thousands of retail establishments across our state will
result in fewer dollars available for manufacturing, distribution or tourism investment
incentives.

Finally, the creation of these special incentives opens the door for a long overdue discussion.
Currently, our tax code has far too many incentives carved out for only one area of the state or for
one business that might come to our state. This arrangement is getting us further away from
being globally competitive by not looking at more ways to create a tax structure composed of
incentives that will broadly help all of South Carolina. Too often we look at things in a vacuum
instead of stepping back and looking at it from a holistic approach. The special incentives
created in this bill may be alright if they were shaped in this way. But these special “carve-outs”
add one more item to the already cluttered piecemeal legislation in our tax code. So, bottom line,
I believe it is time we stop singling counties or businesses out and take a look at this section of
our code in a much broader perspective. Specifically, I am asking the Department of Commerce
before the beginning of next session to look at and report the current tax incentives that no longer
serve their purpose.

This administration will always support legislation that will effectively, fairly and uniformly
promote economic prosperity. Although I do not support the creation of the special incentives
contained in this bill, I believe the positive policy changes that I outlined in the beginning
outweigh the negative.

However, | believe that the DSH provision is extremely important and would ask that the
General Assembly sustain this veto and immediately send to my desk a clean version of the DSH
bill. I would sign that legislation immediately.
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For this reason, [ am vetoing S. 1245, R-389.

Sincerely,

by

Mark Sanford



